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Plant Engineering in Relation 
to Costs 


By Ws. i. BRICKENDEN, B.A.Sc., M.E. 


Thorne, Mulhoiland, Howson and McPherson 


(Before Hamilton Chapter, November 15, 1934) 


HE day is rapidly approaching when industrial management will 
be forced to change their attitude towards labor which in the 
past has had to bear the brunt of most of the attacks made 

by management in their efforts to reduce costs. Higher total wages 
and shorter hours cannot be avoided. Mr. Green, of the American 
Federation of Labor after the recent convention in San Francisco, 
said, in referring to the 30 hour week without any reduction in wages: 
“Eternally, imimovably, uncompromisingly, we shall ask for it until 
it is adopted. If we are unable to obtain it through persuasion, then 
we will obtain it by force and strength of the organized labor move- 
ment. We issue a challenge to the Government and Industry to- 
gether.” We, in Canada, cannot help but feel the effects here of any 
such change in the United States and we should, therefore, in antici- 
pating increased labor costs, direct our attention to all other cost 
factors so that the new condition can be met without jeopardizing 
the business. 

In general, this is a greater problem to Canadian industrial man- 
agement than would be the case in the United States. The stimulus 
either good or bad, depending on your politics, given to the develop- 
ment of the manufacturing industries in Canada by protective tariffs 
coupled with a comparatively limited market, has built up a large 
number of industries, few of which have been designed and built to 
produce one product economically, but the majority of which may be 
described as a conglomeration of plant and equipment to provide 
manufacturing facilities for a wide, and in some cases unrelated, 
variety of products. Management, under such conditions, pre-occupied 
with real problems of production, cannot be blamed if many avoidable 
elements of waste are overlooked and the cumulative effects of which, 
while small in themselves, result in costs which are too high. 

Through my contacts with cost departments, it appears to me 
that cost accountants have drifted away from their real responsibility 
and too frequently become purely mechanical accumulators of statis- 
tics, The real purpose of the cost department, and the only one that 
ean justify its existence, is the ability to identify and interpret for 
the management irregularities in production costs, as they appear 
from day to day, so as to direct the way to better operating con- 
ditions and lower costs. 

Let us consider some phases of plant operating conditions or 
plant engineering under the traditional headings of Material, Direct 
Labor and Overhead. 

Materials 

In most industries, direct material is by far the largest item in 
cost, yet it is usually under the least control. It is common to find 
inventories, valued at thousands of dollars, being gone over once a 
year, while the petty cash of a few dollars is checked to the last 
cent at least once a month. Cost accountants have had difficulty in 
getting their material costs records to tie in with the financial state- 
ment at the end of the year, much to their disgust or embarrassment. 
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The fundamental cause o{ the failure to control materials may usually 
be traced to lack of proper storage facilities. 

The storage of materials should be so engineered as to permit 
an accurate and quick check of quantities, assure complete protection 
from damage or cueterioration and ensure the movement of each 
material into production with the least effort. in most industries 
the use of central store rooms is not economical—a combination of 
store rooms for the smailer and more valuable items with heavier 
or buikier items stored at or near the point of use is usually the 
best arrangement. Whatever system is used, proper bins, racks, or 
shelving, etc., is essential if losses due to waste, obsolescence or un- 
balanced inventories are to be avoided. 

Some of you may be acquainted with delays in final assembly, 
caused by missing parts. Not so long ago I was in a plant where 
the inventory was large, too large in fact, but it was impossible to 
complete a single unit of merchandise. The first and most important 
step in the correction of this situation was the design and installa- 
tion of proper storage facilities. When this was done, it was found 
that in the case of several of the parts, a sufficient supply was avail- 
able for several years normai production. The effect of such a con- 
dition on costs is evident. 

The proper storage of materials, a factor of plant engineering, 
while apparently only having an intangible effect, in reality does 
directly influence costs of materials by preventing deterioration, obso- 
lescence and waste. Carelessly stored materials encourage careless 
handling and use, introduce losses through over or under purchasing 
and make difficult the eniorcement of proper standards. Materia! 
costs derived under such plant conditions cannot be dependable. 


Direct Labor 


While in most industries, direct labor cost is but one third of 
that of material yet if increased costs due to the increasing rates 
for direct labor are to be kept to a minimum, consideration must 
be given to those factors of plant engineering which affect the produc- 
tivity of labor. 

(1) Working Tools: At that period of industrial development 
when time was not such a consideration and workmen were craitsmen, 
it was considered very bad form, possibly unethical, for the workman 
to criticize his tools. Today with time the real element of cost, 
working tools, (by which, I include, machinery of all kinds and those 
small tools used by the workman in performing his particular task) 
must be of the best type for the work in hand. 

It will be found that most attention has been given to the larger 
units of machinery and that frequently the smaller units, particularly 
hand tools, have been neglected. It is still a general policy for in- 
stance, for a machinist to supply his own kit of small tools, gauges, 
etc., and if you were to examine such outfits, you would find remark- 
able collections, few suited for the work to be performed. An in- 
vestigation of the small tools used in your plant may prove both 
enlightening and profitable. 

(2) Lighting: There has probably been sufficient publicity given 
in various publications recently concerning proper lighting as to make 
any thing but a reference to it here superfluous. The time lost due 
to poor lighting is far from being an insignificant factor in direct 
labor costs. There are few plants that can boast of ideal lighting 
systems. The efficiency of many of those which are fairly good is 
often impaired by lack of care. Dirt, dust and discolored or wrong 
colored walls, ceilings and equipment share this responsibility. It is 
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easy to check your lighting efficiency, either by watching the antics 
of your workmen or inviting an engineer from your power commission 
or electrical suppliers to make a survey and recommendation. It may 
cost money to fix up the lighting system but you are paying for it 
whether the renovation is undertaken or not. 

(3) Ventilation: The question of ventilation in plants has, in the 
past, usually covered the removal of obnoxious gases or injurious 
dusts, ete., and little consideration has been given to the more vital 
question of air-purification and conditioning. I have been in sections 
of factories where the housing of animals under the same conditions 
as men were called upon to work, would undoubtedly result in a prose- 
cution. The factory and health inspectors have accomplished a great 
deal but modern management should not wait until forced either by 
law or competition to remedy such conditions. The tactory of the 
future will be completely air-conditioned wherever the processing is 
such as to make this possible. There may be sections of your plant 
that the installation of air-conditioning equipment will result in in- 
creased production at lower cost. 

(4) Conveniences: While this topic is a little outside of my line, 
I cannot miss this opportunity of condemning the general type of 
sanitary conveniences usually available to workers in the factory. 
Most offices are equipped with sanitary water coolers to supply a re- 
freshing drink, convenient to the clerks. In the factory it is not 
uncommon for the worker to walk the length of the plant to get a 
drink, usually at a rather unappetising, unkept fountain and in many 
cases the water is luke warm due to the proximity of the water line 
to steam pipes. These and allied conditions cannot help but increase 
costs of direct labor, by their effect not only on the general health 
of the employee but also in lower efficiency and lost time. 

There are other factors of plant engineering referred to later, 
such as materials handling which have their effect on direct labor costs 
but I think from the illustrations given, there are ample opportunities 
in most plants for such improvement in conditions affecting the pro- 
ductivity, welfare and health of direct labor as to amply repay man- 
agement for the necessary capital expenditure. 


Overhead 


It is not my intention to start controversy as to what should or 
should not be included under the heading of overhead, and therefore 
for the purpose of more orderly discussion, I will consider overhead 
as representing all those factory expenses which are not directly allo- 
cated to the cost of the individual product as direct labor or materials. 
Not all of these, however, are related to the subject under discussion 
and I will confine my remarks accordingly to those items of expense 
which are influenced by plant engineering. 

(1) Materials Handling: From the time the raw materials enter 
the door until the finished product is delivered, the problem of hand- 
ling materials confronts the management at every turn. In some 
industries, the development of materials handling has reached a high 
degree of refinement, such as in the modern metal mines, the paper 
mills and the automotive plants. However, in the average plant, due 
to the variety of products handled, as previously mentioned, it is not 
possible to develop methods of materials handling to the same extent. 
There are however, many things that can be accomplished in this 
respect to reduce costs of direct labor and non-productive labor. It 
is not always the major problems where savings are to be looked for, 
their magnitude usually draws the attention of management early in 
the development of the industry, but in many instances around the 
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plant, there are to be found operations entailing extra labor, stooping, 
lifting, carrying or reaching, where their elimination would reduce 
costs. From the regular reports of non-productive labor, the cost 
accountant should have little difficulty in discovering such instances 
and be able to lead the way to and co-cperate with factory executives 
in further investigation and correction. 

You are all more or less acquainted with the various types of 
materials handling methods and equipment available. Armed with 
actual figures and supported by the superintendent there should be no 
difficulty in obtaining the necessary appropriation from the manage- 
ment. 

(2) Power, Light and Heat: While in many instances, this ex- 
pense is not a large proportion of total overhead expense, yet in my 
experience the cost of these services is greater than it should be and 
presents a fertile field for investigation by the cost accountant. 

(a) Electric Power: There are few plants in this section of 
Ontario producing their own electric power and I will therefore con- 
sider this only from the viewpoint of purchased power. In the first 
place accountants should familiarize themselves with the rather in- 
volved system of rates used by the Hydro-Electric Power Commission. 
This system, a heritage from the public utilities of the United States, 
appears to be designed to fool the consumer in that they are led to 

lieve, by the novel set up of rates, that after a certain minimum of 
power consumption all additional power used is purchasable at a very 
low rate. An analysis of the rates soon shows the fallacy of this 
and indicates that the cost of power depends primarily on only two 
elements, first the maximum demand (or connected load if no demand 
meter) and second, the amount of power used. The first of these, the 
maximum demand charge, is usually the largest portion of the monthly 
bill and is really a service charge. For instance, the use of an ad- 
ditional 10 horse-power motor for only ten minutes may add $16.00 to 
the month’s power bill. This could occur if the motor were used at 
a time of normal monthly peak load. The cost of the actual power 
used by this same motor during this period would only be a few cents. 
(These figures apply to Hamilton rates). 

It is generally recognised that increasing the maximum demand 
penalizes the user of power, but the extent of this penalty is seldom 
known by plant executives. In view of this the importance of correct 
plant engineering with respect to utilization of electrical power to 
avoid peak loads needs no further comments. 

Another element of power cost and one which is not always known 
to the management is the penalty resulting from low power factor. 
This penalty is often added to the bill without explanation. The cause 
of low power factor is under-loaded motors. In times when production 
is low this condition is more liable to exist and if penalties are being 
exacted, it will pay to investigate the economics of replacing motors 
so that they will be fully loaded when in use. There are of course 
other methods of correcting this condition such as condensors or syn- 
chronous motors but these require technical investigation before ap- 
plication, whereas motors can be tested and replaced with usual plant 
staffs. 

The question of group or individual drives also enters into power 
costs. The trend towards individual drives held sway for a number of 
years but there is justification for the present tendency to return to 
group drives. The layout of equipment again influences this problem. 
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Whatever the conditions in your plant, I believe that you will 
find the investigation of electrical power utilization will yield gratify- 
ing returns. 

(b) Lighting: I have already referred to the desirability of 
proper lighting in the plant. In order to obtain this cheaply and 
effectively, the wiring should be so laid out as to use power economical- 
ly and the most efficient, not the cheapest, type of fixtures should be 
used. In order to obtain the cheapest power for light it is necessary 
to install your own transformers on the main power line to supply 
electric energy at reduced voliage for lighting. In this way it is 
possible to obtain power for lighting at regular power rates provided 
the installed capacity of motors is more than 50% of the total connect- 
ed load. 

(c) Heat: Of the many materials used in the plant, the burning 
of fuel and the subsequent use of the heat produced, introduces the 
greatest hazard of waste as the losses cannot be measured with ordin- 
ary equipment nor can they be seen. Even the operation of a modern 
plant equipped with every device to avoid loss of heat, requires the 
continuous attention and checking of results to assure the maintenance 
of efficiency. Unfortunately, few plants in this country are so equipp- 
ed. Fuel has been considered more or less a necessary evil and while 
haphazard attempts at improvement have been made, it is usually 
found that only one step in the direction of fuel conservation has been 
made, such as the installation of mechanical stokers, and as a result 
anticipated savings are not always realized. 

Losses occur first at the point where the fuel is burned; in the 
boiler setting; in the boiler itself; and in the flue gases. The overall 
results of these can be readily determined through the installation of 
inexpensive equipment and day to day comparison made as well as a 
check with what should be obtained. This is one cost figure that is 
a real standard, as the results in your plant can be compared directly 
with those in any other plant, anywhere. If there are no means in 
your plant of measuring the quantity of fuel burned and the steam 
produced, you can be fairly sure that the cost of producing steam is 
too high. 

When we come to the distribution of steam throughout the factory, 
there are further opportunities for loss. All steam pipes should be 
insulated as the heat saved by proper pipe covering will pay for its 
cost in less than one year. Leaks and wastage of steam are not un- 
common. Condensate should all be returned to the boiler so as to 
avoid losses not only due to the heat in the water wasted but also in 
increased costs of cleaning the boilers. 

In ordinary boiler plants the greatest loss of heat is in the flue 
gases, only part of which is unavoidable. Equipment is available, 
whereby hot air for heating the factory can be obtained from these 
otherwise waste gases and the recovery therefrom can reach 25% of 
the fuel burned. Whether such equipment is economical for the con- 
ditions in your plant can only be determine by investigation. 

Why so little attention has been, and is paid to the question of 
economical production of steam has always been a puzzle to me. It 
may be that management is too busy with production and direct costs 
to spend much time in consideration of this expense. Unquestionably 
there has been poorer plant engineering in this respect than in many 
other expense items mentioned. I can safely say that the cost of heat 
is too high in the majority of plants. 
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(3) Maintenance: Plant engineering has a definite effect on 
maintenance costs. The location of equipment so as to facilitate 
maintenance is not always given the attention it deserves. I know 
of one plant for instance where it was necessary to cut a hole through 
an 18” brick wall to renew a tube in the boiler. If you investigate 
in detail the maintenance labor tickets you will undoubtedly find many 
places where unnecessary time is spent in getting at machinery for its 
repair or maintenance. If a bearing requires oil and it is difficult to 
get at, the chances are it will not be oiled until it squeals. If a belt 
requires tightening or replacing and this work involves tearing down 
part of the machine or shafting, it probably will not be done until a 
breakage occurs and production is interrupted. Investigation may 
prove that a few changes will result in a reduction of this expense. 

Among other items of overhead expenses there is the question of 
expense materials. What I have said about direct materials is even 
more important in the control of such materials since waste does not 
show up in the individual costs. Proper storage facilities and records 
are essential for their control. Another item of overhead which be- 
comes an appreciable one in some industries is that of water. In 
laundries, dye houses, etc., the problem is one of preventing waste of 
heat to the drain, while in other industries it is a question of cost of 
water for washing or cooling purposes. In a local plant where an air- 
conditioner was in operation, city water was first purchased at a cost 
of over $200.00 per month during the summer months. A deep well 
was sunk at a cost of $500.00 including pumping equipment, which 
not only supplies the air-conditioner but also all other requirements 
for industrial water at a cost of less than $20.00 per month. Heat 
exchangers are available to recover heat from waste waters and in one 
laundry with which I am acquainted, the installation of such equipment 
resulted in cutting the fuel bill in half. 

From these rather rambling examples, I believe you will agree with 
me that there is a very close relationship between plant engineering and 
costs and at the same time that there are excellent opportunities for 
the cost accountant to point the way to greater efficiency in plant 
operations. Cost accountants should use the information that comes 
to light in the figures assembled by them to direct the attention of 
the management to wasteful methods or equipment in the plant. A 
few days ago I interviewed the manager of a large Canadian industry 
and his remarks concerning the activities of his cost department were 
far from complimentary. The cost department had developed into a 
purely mechanical statistical department. How many cost depart- 
ments can be similarily described ? 

Not in the accumulation and recording of figures covering daily 
operation, not in the compilation of routine reports, and not in the veri- 
fication of cost with financial records, rests the responsibility of cost 
accountants, but in the interpretation of these figures for the man- 
agement so that costs may be made what they should be instead of 
what they are. 





A motorist who was lost asked a native: “Is this the road to St. 
Ives?” and received the reply, “I dunno.” 

Motorist—‘Well, can you tell me which is the road to Cotten- 
ham?” 

“T dunno.” 

Motorist (exasperated) —“Well, you don’t seem to know much.” 

“Maybe I don’t, but I’m not lost.” 
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Profitable Sales Prices, Their 
Costs, and the Proof of Both 


By T. SMYTH 
David and Frere, Limitee 


(Before Montreal Chapter, December, 7, 1934.) 


The Author Solicits and Would be Grateful for any Criticism or 
Suggestions on the Main Principle Involved. 

EFORE starting a possible controversy, I want it borne in mind 
that I make no claim to having invented sales prices or even 
profitable sales prices. In fact, as a cost accountant, they had 

been more or less a matter of indifference to me until brought forcibly 
to my attention under the following circumstances :— 

In 1931, I was engaged to install a complete cost accounting sys- 
tem to try and locate the source of rapidly disappearing profits. 
After four months of strenuous work, the first complete detailed report 
was published and I was inclined to pat myself on the back when my 
egoism was thoroughly punctured by the following conundrum :— 

The company was manufacturing a new line of merchandise on 
Friday, samples to be given the salesmen on Saturday to be sold on the 
road Monday morning. My employers wanted to know before Satur- 
day at 9 A.M. at what price this merchandise was to be sold to 
produce a profit? 

Here was a question that no cost accounting system that I knew 
of would answer in the time required. The original request for a cost 
accounting system was thought to embody this instantaneous setting 
of sales prices. 

My real problem therefore was not the installation of a cost 
accounting system, but the setting of profitable sales prices. In 
addition, they had to be set concurrently with the finishing of the 
process of manufacture, further complicated by the fact that these 
prices had to be set regardless of the volume of sales or production 
at any stated time. (Sales and productions, for our purposes, from now 
on, are synonymous). 

Four months work went to fire the boilers and I had to try and 
find an answer to a problem which was new to me. The first objec- 
tive towards profitable sales prices was very obviously establishing 

The Costs Invoived 

In doing this, time as the first consideration and a one-year 
period was clearly indicated, inasmuch as this is the usual period for 
stating earning power and is demanded hy the management, directors, 
shareholders and governments--to name only a few. 

The next consideration was volume in this one-year period. This 
was not difficult to arrive at, the full time production for one day 
multiplied by the number of working days in a year was a simple 
method, but this seemed rather optimistic as general experience has 
been that very few plants ever work at a peak load for a full year, 
so that some reasonable objective had to be set. Production, of 
course, will vary with any given firm; in this case, from a history of 
sales and production for the past, 70% of total capacity seemed a 
reasonable assumption of average production and later, in fact, proved 
essentially right. 





PROFITABLE SALES PRICES 


The value of the product was next in line. The very name “Direct 
Charges” implied that there was no difficulty involved as they were 
easily ascertained and are practically non-essential to this discussion. 

“Fixed Charges” however proved something of a stumbling block, 
as bear in mind that my problem demanded that they be applied to any 
given product as soon as manufactured. 

As you are all thoroughly aware, from an accounting point of 
view, fixed charges are usually regarded as being of two groups:— 
fixed charges regardless of volume; and fixed charges which are fixed 
as to minimum, and increase with increasing production, but not 
necessarily in direct ratio. 

The only solution which occurred to me was to make a careful 
audit for some years back, adjust these fixed charges for a sales and 
production volume of 70% and, then, set them all up in estimated form 
for the coming year. 

Direct charges were easily calculated simultaneously with pro- 
duction. The unit caiculated, plus the pre-calculated fixed charges, 
plus whatever allowance was decided on for profit and (the total of 
these three) equalled the profitable sales price. 

It should be distinctly understood that there is no guarantee thai 
any merchandise can be sold at profitable sales prices, particularly if 
competitors are selling at cost or lower. 

At this point my primary object is achieved. A selling price is 
instantly available, but is it right, and if both cost and selling price 
are right, how to furnish:.--- 

The Proof of Both 

The standard profit and loss statement, including the detailed 
statement of operations, usually shows a unit cost or a statement of 
percentages, or both. Assuming the statement to be made periodically 
throughout the year, those items of direct charges will be assumed 
to be substantially right; on the other hand, the unit cost for the 
items of fixed charges will vary materially with the quantity of pro- 
duction during any period. I believe this feature has been a bone of 
contention ever since the first cost price was determined, and is, I 
suspect, well known to everyone present. 

To circumvent this defect, one of the requirements was a sub- 
sidiary ledger for all tixed charges. All expenditures during the year 
are charged therein, and (I want to stress this) HAVE TO BE CLOSE- 
LY WATCHED to make certain that they remain within reasonable 
limits of the estimate. 

This is not as difficult as the bare idea may seem. Lack of suffi- 
cient time to go into detail forces me to summarize by saying that 
in three years operation, the final adjustments at the end of the year 
as between the estimates and actual expenditures have never been 
more than one quarter of one percent of net sales. 

As previously stated, one year is the period of time involved, but 
few firms are willing to wait a full year to discover whether they are 
operating at a profit or a loss. Thirteen periods were chosen and the 
calculations are again a matter of simple arithmetic. The estimated 
production and the estimated fixed charges were simply divided by 
thirteen to give the requirements for one period. 

The usual procedure for producing a balance sheet and a profit 
and loss statement for any period is followed with one exception, which 
has to do with fixed charges. I wili get back to this exception in a 
moment. 

Just because an estimated sales volume for one year has been 
set and then divided equally into thirteen periods can by no stretch 
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of imagination guarantee that the actual sales in any period will be 
exactly as estimated, (no more or no less). 

In actual practice, sales estimates for a period on this basis 
have proven to be 100 percent wrong. There are a great Many reasons 
for this, and among others, seasonal activities are as good an example 
as any. Sales may be 80 or 120 percent of the estimate and actually 
have been as low as 40 percent or as high as 200 percent. 

The single exception to the closing entries, previously mentioned, 
regarding the fixed charges, is outlined for simplification in the ex- 
hibit before you. 

Samples of journal entries (or equivalent) to set up percentage 
of fixed charges proportionate to sales volume, where the fixed charges 
have been pre-determined as 25,000.00 per period. 

Example 1, where sales volume is 80% of estimate. 

Example 2, where sales volume is 120% of estimate. 


EXAMPLE 1 





Jan. 28th, 1934 Debit Credit 
Cost of goods sold, for fixed charges 80% of 
AND chs tiie. 4o-eicrayh aleve rh 6 AR oe week 20,000.00 
Deferred expenses due to subnormal sales ..... 5,000.00 
Fixed Expense Subsidiary Ledger ............ 25,000.00 





25,000.00 25,000.00 








EXAMPLE 2 





Jan. 28th, 1934 Debit Credit 
Cost of goods sold, for fixed charges 120% of 

RINE o..5. lod to iain te arbieshs we arcane a's. 0 Toa als 30,000.00 
Deferred expense due to abnormal sales ....... 5,000.00 
Fixed Expense Subsidiary Ledger ............ 25,000.00 





30,000.00  230.000.00 








Note that in every case cost of goods sold are charged with that 
proportion of fixed expenses which is directly proportional to the 
volume sold, the difference goes to deferred expense, of which more 
later. 

The net result is that gross sales on the profit and loss statement 
immediately reflect whether the sales prices as set are profitable or 
not regardless of the volume sold. 

The item “Deferred Expense due to Sub-normal or Abnormal 
Sales” remains on the balance sheet up to the end of the year and is 
ultimately wiped off. If the volume of sales has been greater than 
estimated there is a credit to deferred expense; if less, there is a debit 
to deferred expense, but if prices have been correctly set and sales 
made at these prices, there is also an operating profit, as distinct 
from the final item of “Net Profit or Loss from Operations” and 
the difference between the two will give the net figure. 

There is also the possibility mentioned previously that sales 
cannot be made at profitable sales prices, and while this is beyond 
the range of my actual experience, it should not necessarily affect 
the system. Actual sales figures can be adjusted by whatever per- 
centage they were sold below the profitable level and calculated accord- 
ingly to prove that the original prices as set were correct. 
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There are so many variations that can take place that I have set 
up only one form of profit and loss statement and Balance Sheet in the 
exhibits, assuming that sales are below estimated normal, but that 
the sales prices as set are correct and contain a sufficient margin are 
proved by the 8.5% operating profit. 

Note the use of the expression “Operating Profit”. To denote 
that profit, accruing from profitable sales prices as distinct from “Net 
Operating Profit or Loss to Date”. 

I make no claim that this phase of accounting is a patent remedy 
for all the ills that afflict business, neither is any claim made for 
perfection in accounting, but I do claim that it gave me at least, the 
answer to the problem which I set out to solve, that is the establish- 
ment of Profitable Sales Prices, Their Costs, and the Proof of Both. 


ANY MANUFACTURING COMPANY 
Exhibits 
Profit and Loss Statement 
Balance Sheet. 
Remarks 
These exhibits are not supposed to be criticized from any point 
of view other than the items under discussion. 





THE TREND OF PRODUCTION COSTS 


Commodity prices as measured by the Dominion Bureau of Statis- 

tics index number, which is based on the year 1926, declined from 71.4 

in October to 71.2 in November. The following is a comparison by 
main groups: 

November October November 


1933 1934 1934 
Foods, beverages and tobacco ......... 67.1 69.1 68.2 
Other consumers’ goods .............. 77.0 76.9 76.7 
All CONSUMES’ GOOdS .... 6 6665s aware 73.0 73.8 13.3 
Producers’ equipment .............00- 85.4 89.5 89.5 
Building & construction materials ..... 80.7 82.5 81.9 
Manufacturers’ materials ............ 58.8 62.6 62.9 
All producers’ materials ............. 62.0 65.5 65.7 
All producers’ goods ....2-6...e08% a0 64:3 67.9 68.1 
PAE PIONS eos <a wining wie ace ersiocana’ 68.9 71.4 11.2 


The principal losses in November were in the following: Fresh 
fruits, vegetables, fishery products, meats and poultry, fats, clay and 
allied material products and asphalt. The principal advances during 
the month were in hides and skins, raw silk, antimony and silver. 





PERSONAL 


Mr. J. P. Masterson, C.G.A., a former chairman of Montreal 
Chapter and a member of the Dominion Board, has severed his con- 
nection with Canadian Industrial Alcohol Co., Ltd., to assume an 
executive position with Hiram Walker & Sons Ltd., of Walkerville, Ont. 





Even if you are on the right track you will be run over if you just 
sit there. 
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| TARIFF and TAXATION _| 


DEPARTMENT OF NATIONAL REVENUE 








Departmental Rulings 

Natural everlasting flowers, dried only, not waxed or chemically 
preserved, per samples. Tariff item 79b. 

Electrical transcriptions, in the form of gramophone or phono- 
graph records, for radio broadcasting or for other use. Tariff item 
597a. 

Steels for sharpening butcher knives or other knives. According 
to material and finish—usually under tariff item 446a. 

“Acme” Tire Pressure Gauge, pencil type, per sample, made of 
brass and electro-plated with chromium. Tariff item 362. 

Klemm “Cheat-proof” Governors, per illustration an automobile 
or truck accessory ‘designed to be attached immediately adjacent to 
the carburetor of the engine so that the maximum speed of the auto- 
mobile or motor truck may be controlled and limited to the speed 
at which the Governor is set. According to material and finish— 
usually of aluminium, not plated, and dutiable under tariff item 354. 





Ottawa, 5th December 1934. 
Tariff Change by Order in Coumcil 

By Order in Council (P.C. 3043), dated the 8rd December, 1934, 
the following regulation was established under the authority of para- 
graph (k), Section 284 of the Customs Act, effective on and after 8th 
December, 1934. 

Regulation 

The following goods, imported to be used as materials in Cana- 
dian manufactures, are hereby transferred to the list of goods which 
may be imported into Canada free of duty under the Intermediate 
Tariff :-— 

“Bitter oranges, known as Seville oranges, when imported prior 

to the 1st day of April, 1935, by manufacturers, for use exclusively 

in their own factories in the manufacture of marmalade, 


British Preferentign Parity «a. «50 6ceise wercisicacccdecs Free 
EMGORIOGCIALE. BOI 5c. 5i505 4:52 hatiniaeens Haceeeee Free 
General ‘Variff, per cuble £00b: «...6 «<< sisccccn Gees 35 ets.” 


(To be designated as Tariff Item No. 801c). 


Ottawa, 11th December, 1934. 
Tariff Change by Order in Council 

By Order in Council (P.C. 3105), dated the 8th December, 1934 

the following regulation was established under the authority of Sec- 

tion 284, sub-section (m), of the Customs Act, effective on and after 

15th December, 1934, the date of publication in the Canada Gazette: 

Regulation 

“The articles enumerated in the following Item, when imported 

for use in the Canadian manufactures as hereunder described, shall 

be subject to the several rates of duties of Customs, if any, set opposite 
the said Item that is to say: 

Comb blanks of hard rubber, not further manufactured than press- 

ed and vulcanized, when imported by manufacturers of hard rubber 
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combs for use exclusively in the manufacture of such hard rubber 
NANT NS APU NED OV TI SOU TION. 5: 5 55a 50a: 'ss ols airs a bia Suds om terse Siem wiaiy as aS 
Until December 31st, 1935. 
BSPIVIEN EP ARLCVORUIE! CATI s. di0c 0 055 s0rs ine, sia wareiaversie Free 
Pele Cec ae LCT; a ere er 7% p.c. 
RRSTNRO I WR NINEN 5 Sa oad aha WR VE coh eva aa ovata @Alduelare Sees 10 -p:c.” 


(To be designated as Tariff Item No. 821). 





Ottawa, 21st December, 1934. 
Tariff Change by Order in Council 
By Order in Council (P.C. 3197), dated the 18th December, 1934, 
the following regulation was established under the authority of Sec- 
tion 284, sub-section (k), of the Customs Act, effective on and after 
lst January, 1935: 
Regulatien 

“The following goods, imported to be used as materials in 
Canadian manufacturers, shall be entitled to entry Free of duty 

of Customs, under all Tariffs, namely: 
Ethylene glycol, when imported by manufacturers of anti- 
freezing compounds, for use in the manufacture of such 


anti-freezing compounds in their own factories ............. 
From January Ist, 1935, to June 30th, 1935 inclusive. 

BPSD OLOVONGION WOTUE 6.5 65.6 4,6 45359 6 win 00 Ses Free 

RUG TIIFOOIAUC SAATUAL isis secei0 s:eeceialsie aiaiela eae sduelatsiaine Free 

RSM RAINUD NRE NEE oso 2 a5 ah ato Scars th ale tmetO OL Riaia wie enshe Free” 


(To be designated as Tariff Item No. 816). 


Ottawa, 15th December, 1934. 
Re: Limestone or Limerock 
Effective January Ist, 1935, the Department will hold limestone or 
limerock produced in quarries not equipped with crushers, to be 
exempt from the consumption or sales tax in respect to the exemption 
provided in The Special War Revenue Act for “sand gravel, rubble 
and field stone.” 
Persons, firms or corporations who crush limestone or limerock 
will however, be required to account for the consumption or sales 
tax on their production of these materials. 


Ottawa, 8th December, 1934. 
Prohibited Goods—Tariff Item 1209 (a) 

Tariff Item 1209 prohibits the importation of any goods,—- 
(a) which if sold, would be forfeited under the provisions of Part 
VII of the Criminal Code. This includes goods to which any false 
trade description is applied. 

While ordinarily it is considered that the Courts and not officers 
of Customs should decide what in any case constitutes a false trade 
description and whether goods to which the same is applied would, 
if sold, be subject to forfeiture under Part VII of the Criminal Code, 
nevertheless, there are some instances of application of a false trade 
description where the offence is so clearly shown as to remove all 
doubt. 
One such instance is where goods are imported bearing thereon 
or attached thereto the trade description “Made in Canada” while in 
fact made abroad, and intended to be sold in the condition imported 
aud not to be, prior to such sale, attached to or form part of goods 
actually made in Canada. 
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Seizures should be reported on Form K. 9 of any such goods and 
the goods held pending departmental instruction. 


Ottawa, 27th December, 1934. 
Supplement to Appraisers’ Bulletin No. 4215 
The Honourable the Minister of National Revenue has ordered 
that the fixed valuation for duty purposes on Celery set forth in 
Appraisers’ Bulletin No. 4215, be cancelled insofar as it applies to 
points in MANITOBA AND WEST THEREOF, effective the 7th 
January, 1935. 





MEMBERSHIP CHANGES 


December, 1934 
MONTREAL CHAPTER 
Resignations 
Prefontaine L., Transferred to Non Resident. 
Wilson, F. G., Transferred to Non Resident. 
Sparks, H. McD., Northern Electric Co., Ltd. 
New Member 
Brydone-Jack, H. D., Canadian Pacific Railway Co. 
TORONTO CHAPTER 
Resignations 
Taylor, C. B., Ernst. & Ernst. 
HAMILTON CHAPTER 
Change 
Watson, R. A., N. Slater Co., Ltd., to F. Weston, N. Slater Co., Ltd. 
NON-RESIDENT 
New Members 
Prefontaine, L., City Treasurer, Sherbrooke, Que. 
Wilson F. G., St. John Drydock & Shipbuilding Co., Ltd., St. John, N.B. 
STUDENT MEMBERSHIP 
Annan, N. C., 2743 Maplewood Ave., Montreal, Que. 

















REFERENCE LITERATURE | 


RECEIVED IN DECEMBER 





Plant Capacity, Measuring. N. A. C, Bulletin, Dec. 1. 

Cottonseed, Determining the Purchase Price of. N. A. C. A. Bulletin, 
Dec. 15. 

Order, Estimating the Special. N. A. C, A., Dee. 15. 

Laundry Accounts. The Accountant, November 24. 

Interest as a Factor of Cost. Commonwealth Journal of Accountancy, 
October. 

Municipalities, The Function of Costing for. Cost Accountant, 
November. 

Tramway Costs Comparison of. Cost Accountant, November. 

Real Estate Accounting, Special Features of. Canadian Chartered 
Accountant, December. 

Elevator, Accounting for a Terminal. Canadian Chartered Account- 
ant, December. 

Fruit Trade, Handling Account Sales and Stock Records in the Whole- 
sale. Commonwealth Journal of Accountancy, November. 
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CHAPTER NOTES 


TORONTO 
Reported by W. A. McKague, General Secretary 











Toronto Chapter’s December meeting, like the previous three meet- 
ings this season, was well attended. The debate by our own members, 
on the question of whether depreciation should be assessed on volume 
of business or on time, brought out some good arguments on both 
sides. B. W. Lang of the Goodyear Company and G. Abrams, C.A., of 
J. P. Langley & Company, undertook to uphold the case for deprecia- 
tion according to volume of business, and were able to show that the 
idea was not merely a theory, but was being applied with some success, 
On the opposite side were G. H. Metcalfe of Massey-Harris Co., and 
Ralph Dilworth, C. A., of Clarkson, Gordon, Dilworth, Guilfoyle and 
Nash. They found numerous loopholes in the case presented by the 
affirmative side; for instance, they were able to point out that much of 
depreciation was not at all related to volume of business. There was 
no decision on the debate, the executive having felt that the arguments 
and illustrations would provide a good evening. 





HAMILTON 
Reported by R. Dawson 


The last meeting of the Hamilton Chapter on December 12 was 
another really successful meeting and the members are certainly 
turning out for meetings better than for many years. Here again 
we had an attendance of over thirty to hear Mr. J. E. McKee of 
the International Business Machines Co., Ltd., speak on the subject, 
“Business Machines as Applied to Accounting and the Compilation of 
Statistics.” 

Mr. McKee reviewed the history of business machines and their 
increasing worth in the business community. He spoke of the rapid 
growth in the use of such machines and the swift strides made in 
the manufacture of such machines. His talk will appear later in 
Cost and Management so tht no good purpose can be served by re- 
peating it here. However those present certainly enjoyed the talk 
and the whole crowd later adjourned to the showrooms of the Inter- 
national Business Machines Co., Ltd., where Mr. P. B. Pratt, manager 
of the Tabulating Division and a valued member of the Hamilton 
Chapter, gave a vivid and varied demonstration of the use of these 
machines which was very much enjoyed. 

The next meeting of the Hamilton Chapter will take place on 
January 23rd, when a Social Evening will be held. It has not yet 
been decided exactly what form this Social Evening wll take, but it 
is safe to say that it will be well worth while attending. Commencing 
in the next issue of Cost and Management we propose to publish short 
sketches of the career of various members of our chapter. Watch 
out for yours. Finally, although it may be a little late, we sincerely 
— every member of the Society a Very Happy and Prosperous New 

ear. 
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REFERENCE LITERATURE 


This partial catalogue is issued for the convenience of our 
members. On many subjects such as costing in general, depre- 
ciation, etc., we have considerably more material than is cata- 
logued here. 

Reference literature may be borrowed by members, but must 
be returned by them within a reasonable time. 


Abbreviations 


Acct — The Accountant. 

Accts Jrnl — The Accountants’ Journal. 

Accts Jrnl N Z — The Accountants’ Journal of New Zealand. 
Accts Mag — The Accountants’ Magazine. 

Amer Acct — The American Accountant, 

Aust Acct — The Australian Accountant & Secretary. 
C CA — The Canadian Chartered Accountant. 

Can Off — Canadian Office. 

Can Hot — The Canadian Hotel Review. 

CPA — The Certified Public Accountant. 

C A Aust — The Chartered Accountant in Australia. 
Com Jrnl Acctey — The Commonwealth Journal of Accountancy. 
Cost Acct — The Cost Accountant. 

C & M — Cost and Management. 

Ine Accts — The Incorporated Accountants’ Journal. 
Ind Acct — The Indian Accountant. 

Ind Can — Industrial Canada. 

Int Man Inst — International Management Institute. 
Jrn] Acctey — The Journal of Accountancy. 

MIE — Manufacturing and Industrial Engineering. 
NACA — National Association of Cost Accountants. 
SIE — Society of Industrial Engineers. 

Typo — The Typothetae Bulletin. 
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Accident Costs, Budgeting and Allocating. C&M, Nov., 1934. 

Accident Prevention. NACA, Mar. 1, 1933. 

Accidents, Getting Facts About. Metropolitan Life Ins. Co. 

Accounting, Canadian Modern. By A. F. Sprott. Commercial Text Book Co. 
Accounting, Essentials of Cost. By L. C. Amidon & T. Lang. Ronald Press Co. 
Accounting, How to Teli the Truth in. NACA, Feb. 15, 1932. 

Accounting Information, Interna! Analysis and Interpretation of. NACA, April 1, 1931 
Accounting in Management of American Industry. NACA, yearbook, 1952. 
Accounting Method. By C. R. Rorem. University of Chicago Press. 
Accounting by Modern Machine Methods. C&M, May, 1933. 

Accounting, Principles of. W. A. Paton & R. A. Stevenson. The Macmillan Co. 
Accounting Principles and Practice. By Smails & Walker. The Ryerson Press. 
Accounting System, Self-Proving. By Kittredge & Brown. 

Accounts Payable Control and Department Distribution. NACA, Dec. 1, 1931. 
Accounts Receivable, Cost Of. NACA. 

Administration Costs, Distributing. NACA, June 15, 1926. 

Administration of Industrial Enterprise. By Jones. Longmans, Green & Co. 
Administration, Use of Costs in Works. Cost Acct., May, 1931. 

Administration & Selling Costs, Distribution of. C&M, April, 1929. 
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Appraisal Accuracy and the Accountant. Jrni. Acctcy., May, 1933. 
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Appreciation, Accounting for. CPA, June, 1930. 
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Stationers’ Costs, Manufacturing. Cost Acct., May, 1932. 

Statistical Data & Reports for Management Control. C&M, May, 1932. 
Statistics & Graphs, Business Control Through. Accts. Jrnl. N.Z., Sept., 1931. 
Statistics & Their Interpretation, Industrial Accounting. NACA, Nov. 15, 1923. 
Statistics As Applied in Business. By B. F. Young. Ronald Press Co. 
Steam, Generation and Distribution of. Cost Acct., July, 1934. 

Steamship Operating & Terminal Costs. NACA, Nov. 15, 1922. 

Steel Canister Industry, Cost System for. C&M, Nov. & Dec., 1932. 

Steel Foundries, Methods of Overhead Distribution. NACA, Mar. 1, 1931. 

Steel Industry, Cost Accounting in Tool. NACA, Feb. 15, 1923. 

Steel Industry, Factory Overhead In. C&M, July, 1928. 

Steel Plants & Rolling Mills, Depreciation in. NACA, Mar. 15, 1923. 

Steel Rolling Mills, Costing in Small. Cost Acct., May, 1932. 

Stock Broker’s Office, The Routine & Audit Of A. CCA., July, 1928. 

Stock Control, Purchasing and Its Relation to. Accts. Jrnl., N.Z., Oct., 1931. 
Stock Keeping, Taking The Mistakes Out Of. NACA, Dec. 1, 1928. 

Stocks At Fixed Prices, Valuation Of Normal. Acct., Nov. 23, 1929. 
Stock-Turn, Increasing Profit By Speeding Up. Accts. Jrnl., N.Z., Aug., 1929. 
Stock Turnover. C&M, Jan., 1929. 

Stores Accounts, Cost and. Accts. Jrnl., Oct., 1930. 

Stores Control, Perpetual Inventory & C&M, Feb., 1933. 

Stores Department Accounting. Cost Acct., Jan., 1934. 

Stores Distribution. Cost Acct., May, 1932. 

Stores Overhead Expenses. Cost Acct., Mar., 1933. 

Stove Industry, Factory Overhead In. C&M, Apr., 1928. 

Sugar Beet Companies, The Auditor and. Acct., Dec. 9, 1933. 

Sugar Industry, Cost Acctg. in Domestic Beet. NACA, Nov. 1, 1924. 

Sulphur Mine, Cost Accounting for. NACA, Aug. 1, 1934. 


= 


Tabulating Machinery & Acctg. Problems. Acct., Oct. 15, 1932. 

Tanning & Leather Products Costs. NACA, June 15, 1928. 

Taxes Payable by Manufacturing Companies, Provincial. CCA, Jan., 1929. 
Taxicab Accounting Procedure & Control. Amer. Acct., Sept., 1932. 

Telephone Accounting. NACA, Dec. 15, 1931. 

Telephone Business, Cost Distribution in the. NACA, June 1, 1934. 

Telephone Service, Wage-Bookkeeping of. The Hague. Acct., Sept. 23, 1933. 
Textile Costs And Management, Problems In. NACA, Mar. 15, 1929. 

Textile Industry, Costs In. C&M, Feb., 1929. 

Textile Plant, Standard Costs in. C&M, July, 1930. 

Textile Plant, Process Costs in a. C&M, May, 1934. 

Textile Cost Accounting, Problems in. NACA, Apr. 2, 1923. 

Theatre, Accounting for Legitimate. NACA, Apr. 1, 1932. 

Thread Manufacturing Plant, Cost Control System For a. NACA, Dec. 1, 1930. 
Tie-In of Factory Records with Costing System. C&M, June, 1930. 

Timber as a Wasting Asset and its Conversion into Revenue. CCA., Mar., 1928. 
Time Study and Piece Work Wages. NACA, Sept. 15, 1932. 

Time Studies & Wage Incentives, A Broader Conception Of. NACA, Sept. 15, 1928. 
Time & Motion Study. C&M, Mar., 1928. 

Time Card Which Reduces Cost of Accounting, Shop. Amer. Acct., June, 1931. 
Time Study and Estimating: Relation to Cost Accounting. NACA, Jan. 1, 1930. 
Time Studies, Scope & Value Of. C&M, Mar., 1929. 

Time Study in Engineering. Int. Man. Inst., Jan., 1932. 

Time Study, Fundamentals of. SIE, May, 1930. 

Tire Industry, Automobile. Jrnl. Acctcy., Sept., 1932. 

Tin Mines. The Cost Book System of the Cornish. Cost Acct., Feb., 1934. 

Tin Works, Costing Systerr for. Accts. Jrnl., Jan., 1922. 

Tire Production, Cost Accounting in. NACA, Jan. 1, 1931. 

Tools, Control of Investment in Standard. Amer. Acct., Feb., 1932. 

Tractors, Cost Accounting for Self Laying. NACA, June 1, 1923. 

Trade Association Cost Accounting Activities. NACA, Feb. 15, 1929. 

Trade Associations and the New Deal. NACA, Aug. 15, 1933. 

Trade Associations, Uniform Cost Accounting. U.S. Chamber of Commerce. 
Traffic Manager, The. NACA, Feb. 15, 1928. 

Traffic Problems & Distribution Costs. C&M, Mar., 1933. 

Tramway Company Management. Int. Man. Inst., Apr., 1932. 
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Transfers of Products, Inter-dept. & Inter-branch. NACA Yrbk., 1930. 

Transit Utility, Outline of the Accounting and Costing of. C&M, Sept., 1934. 
Transport Costing, Municipal Passenger. Cost Acct., Feb., 1933. 

Transport Acctg. Acct.,\Sept. 24, 1932. 

Truck Factory, Inventory Control in. NACA, May 15, 1933. 

Truck Operation & Control. NACA, Oct. 15, 1928. 

True Cost, Value Of. NACA, July 15, 1928. 

Turnover Control. NACA, Apr. 15, 1930. 

Turnover, Merchandise. Jrnl Acctcy., July, 1929. 

Typothetae System of Cost Finding. Prepared by United Typothetae of America. 


U 


Unemployment Insurance. NACA, June 15, 1934. 

Unemployment, Minimizing The Evils of. C&M, Mar., 1932. 

Uniform Accounting For Industry. Jrnl. Acctcy., Nov., 1934. 

Uniform Cost Accounting. C&M, June, 1928. 

Uniform Cost Accounting Systems Under the N.R.A. CPA, Nov., 1934. 
University Accounting & Reporting. Jrnl. Acctcy., Apr., 1932. 

University Expenditures, Machine Acctg. Procedure for. Amer. Acct., June, 1932. 
Use And Occupancy Insurance. NACA, Nov. 15, 1928. 

Uses of Costs. C&M, May, 1932. 

Utilities, Depreciation & Retirement Problems of. Jrnl. Acctey., June, 
Utilitization. NACA, Oct. 15, 1933. 


1932 


Vv 


Value, As Well as Original Cost, Accounting for. American Appraisal Co. 
Varnish Manufacturers, Manual for. Natl. Varnish Manufacturers Association. 
Vessels, Accounting for Fleet Corporation. Jrnl. Acctcy., Apr., 1931. 

Volume on Profits, The Effect of. NACA, Jan. 15, 1931. 


Ww 


Wage Incentive Applications in the Western Electric Company. NACA, July 1, 1931. 
Wage Incentive Plans, The Basis for. NACA, Apr. 1, 1930. 

Wage Incentive Plans, Labour Standard for Cost and. NACA Yrbk., 1928. 

Wage Incentives. C&M, May, 1932. 

Wage Incentives. C&M, Oct., 1931. 

Wage Incentives, Standard Costs and Budgetary Control. NACA, Feb. 1, 1932. 
Wage Payments by Results. Cost Acct., July, 1931. 

Wage Payment, The Ronald System. Cost Acct., July, 1931. 
Wages In Costs, The Control Of. Cost Acct., Nov., 1929. 
Wages System. Cost Acct., Mar., 1930. 

Wallpaper Manufacture, Costing in. C&M, Aug., 1930. 
Waste in Industry, Accounting For. NACA, Mar. 15, 1930. 
Wasting Assets: and its Annual Measurement, Depreciation of. Cost Acct., Feb., 1930 
Waste, Acctg. for. Jrnl. of Acctcy., May, 1932. 

Waste In Industry Due To Careless Factory Storekeeping. Cost Acct., July, 1929. 
Waste, Profits From. SIE, Mar., 1929. 

Waste, Training Employees to Eliminate. NACA, Sept. 15, 1931. 

Waste, The Cost Accountant and the Elimination of, NACA, June 15, 1931. 
Wasting Assets, Depreciation and. By P. D. Leake, Pitman & Sons. 

Wholesale Operations, Cost Analysis. NACA, Dec. 1, 1930. 

Wood Pulp Paper Industry, Acctg. for. Jrnl. Acctcy., Mar., 1933. 

Woollen mill costs. NACA, Sept. 15, 1922. 

Woollen Mill, A Cost System for. C&M, Oct. & Nov., 1933. 
Woollen Trade, Cost Accounting in the. Accts. Mag., July, 1933. 
Woollen Trade, Cost Accounting in the. Cost Acct., Aug., 1933. 
Woollens, Standard Waste Allowances in the Manufacture of. NACA, June 1, 1933 
Working Capital Position, Analysis of. CPA, May, 1933. 
Workmen’s Compensation. Cost Acct., Feb., 1931. 

Workmen’s Compensation Accident Fund. C&M, Mar., 1932. 
Works Manager Requires From His Cost Accountant, What The. C&M, Apr., 1930. 
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Y.M.C.A., Accounting System For A Metropolitan. Jrnl. Acctcy., Dec., 1929. 








